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Get Ready to Revise Your Ideas of 
Loans on Houses from $12,000 Up 


So says this institutional lender 
who foresees a smaller demand for 
the expensive home in the future 


PROSPECTIVE homeowner, whe- 
ther or not he is worried about 
the danger of Hitler invading this 

country, has two other worries that are 
of immediate concern and to which he 
will give increasing attention in the fu- 
ture when it comes to buying a house. 
He knows that, at the moment, he is con- 
fronted with the most crushing taxes ever 
experienced in this country. He 
realizes full well that, bad as these taxes 
are under the new bill recently enacted, 
further increases for 1942 and 1943 are 
inevitable. In addition to this load of taxa- 
tion, he can see clearly on the horizon 
the gathering storm of rising prices and 
inflation. Excessive taxes and inflation 
costs are no longer bugaboos—they are 
realities. 


also 


A quick examination of the figures 
given on this page show what the future 
will have in store for this country in the 
way of taxation. They must be kept in 
mind when we come to consider the 
proper relation of a homeowner's income 
to the value of his residence and when 
we want to speculate about the outlook 
for the market for houses costing $12,000 
and up. 


By CLAUDE L. BENNER 


U. S. FINANCIAL DATA 


1941 Federal Revenue 
Fiscal Year ended June 30, 1941 
$8,269,000,000 


1941 Federal Deficit 
Fiscal Year ended June 30, 1941 
$5,168,000,000 


Federal Debt 
June, 1933—$22,539,000,000 
($179 per capita) 
August, 1941—$50,005,000,000 — 
($379 per capita) 


Average Annual Expenditures 
1927-1933 (inclusive) — $4,057,000,000 
1934-1940 (inclusive) — $7,843,000,000 


2-Year Appropriations 
1941-1942 fiscal years (including all 
Presidential recommendations before 
Congress as of August 1, 1941)— 
$75,560,000,000. 


Interest on Federal Debt 
Approximately $1,500,000,000 a year. 


Comments on the magnitude of these 
figures are futile because it is impossi- 
ble to make them mean anything in the 
terms of everyday experience. All we 
can be certain of is that unless the govern- 
ment goes bankrupt and defaults on its 
obligations—a possibility which is almost 
unthinkable—taxes will have to be raised 
much higher even than they were by 
the Revenue Act of 1941. And probably 
in addition to that, the price level will 
also have to be kept higher than it is at 
the present because, of course, the higher 
the price level the easier it is to carry the 
debt in terms of dollars. 

In considering what effect the increase 
in taxes is going to have upon the proper 
ratio of income to the value of an owner's 
home, it will be of help to get some idea 
as to what the experience of the past has 
shown in regard to this proper ratio. 

The FHA has taken as one of its 
rules in this connection, that the fee sim- 
ple value of the property should not ex- 
ceed three times the borrower's annual 
income. I believe it has not made any 
distinction between a house having a 
value of $5,000 and one having a value 
of $12,000 and up. In my opinion, this 
is a mistake. 

While the proper ratio of the value 
of residence to income may be three times, 
when the income is below $4,000, cer- 
tainly from $4,000 upward such a ratio 
is too high. The reason for this opinion 
is that the standard of living has a ten- 
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dency to increase faster when the in 
come exceeds this figure. The reason 
why it takes a proportionately larger 


income to buy an expensive house than 
it does to buy an inexpensive one is to be 
found in the fact that the general stand 


ird of living increases faster than does 


the value of the house 

[ have no doubt that many lenders 
have been making $10,000 loans on 
$15,000 houses to individua's having 


$7,000 annual incomes. These loans may 


cause trouble in the future 


Babson’s Budget 


In the well-known family budget ar 
ranged by Roger W. Babson, he allows 
$840 a rent and 65 per cent 
of income for living expenses. He only 
allows an individual with this income to 
year in addition to his 
life insurance. The increase in federal 
income tax alone for a married man with 
no dependents and with this income is 
leaving him, out of the Babson 
Now, if in 
taxes, the 


year for 


save $300 per 


$265, 
budget, a saving of only $35 
addition to this increase in 
cost of living increases by 20 per cent 
which it may do—the man with the 
$5,000 income and $15,000 house, car 
rying a $10,000 mortgage, 1s certainly 
going to be in straightened circumstances. 

Moreover—and this is a fact which 
should not be forgotten—the men with 
incomes in the $5,000 class and upward, 
are going to be the ones who are not to 
have their salaries and incomes increased 
To the extent that in 
come is derived from investments, it is 
likely to be decreased through low in 
terest 
dividends on stocks. Our experience has 
that salaries in the white-collared 
class lag during a period of rising prices. 

In short, the outlook for an 
in income for people in this group to 
and in 


during this war 


rates on bonds and restriction of 
been 
increase 


counteract a rising price level 
creased taxes is not particularly bright 

Is it not apparent, therefore, that the 
ratio of income to the value of an owner's 
home should be higher than it has been 
in the past? Just how much higher, I do 
not know. But, in this 
might be wise to follow the practice of 
the engineering Make the 
best calculation that you can, as to the 


connection, it 
profession 
increase, and then double it for a margin 


of safety. 
While for the next year or two there 


may be a good market for homes ranging 
from $12,000 to $20,000, becausz the 
building of such homes is going to be 
practically stopped by priorities, the long 
term outlook for the expensive home is 


distinctly poor 





F the thoughts which Mr. Ben- 

ner brings out in this article 
haven't already occured to you, 
we think you'll find them worthy 
of careful study. Everyone knows 
that the one thing you can count 
on today is heavier and heavier 
income and defense taxes. What 
will it mean in relation to the 
homebuyer’s income—and _par- 
ticularly what will it mean to 
the man who is paying on a 
house costing $12,000 and up? 
Mr. Benner tells what he thinks 
about it. He is vice president of 
the Continental American Life 
Insurance Company of Wilming- 
ton, 





If I read the signs of the times cor 
rectly, the social forces that have been 
operating during the past eight years and 
the pace at which the war is now moving 
are making for equalization of incomes. 
And the leveling process is more down- 
ward from the top than it is upward 
from the bottom. 





NOTED IN PASSING 
Office building occupancy over the na- 
tion on October Ist was 85.14 per cent 
as against 83.92 per cent on May Ist, a 
national survey shows. MBA is survey- 
ing this subject now and results for about 
70 cities will be announced soon. 


In the first nine months this year, over 
billion dollars of 
$20,000 and less were recorded in this 
country, it is estimated. This represents 
a gain of 17.6 per cent in dollar volume 
and 12.5 per cent in number. The size 
of mortgages is increasing rapidly. In 
1939 the average $2,706: in 
1940, and so far in 1941 the 
average size $2,878, an increase of $123 
over 1940 and $172 over 1939. 

In the first nine months, banks and 
trust companies made nearly 24 per cent 
of the total, individuals 16.6 per cent. 


YA mortgages of 


size Was 


$2.755 


When wages rise much more rapidly 
than do salaries and dividends, obviously, 
incomes tend to be equalized. It seems 
to me therefore that it should be crystal 
clear that in a short time there is going 
to be an excess of expensive homes. In 
fact, there has been such a condition exist 
ing during the last few years. 

It is interesting to note that 
residential building picked up in the early 
thirties, the first houses built were usually 
those valued from $10,000 upward. Dur 
ing the past year, I dare say, eight homes 
out of ten—yes, nine out of ten 
less than $10,000, and 75 per cent of 
them probably cost less than $7,000. 


when 


cost 


Total Demand Smaller 


Again, as wages go up, the expenses 
of maintaining a larger home also in- 
crease. It is always difficult to get good 
servants at reasonable wages. Shortly it 
will probably be difficult to get the poor- 
est kind of help at high wages. As an 
illustration: Recently I called a tinner 
and roofer to remove some leaves from a 
rain spout. The leaves were not in the 
down spouts but in the open troughs un- 
der the roof. The job took less than an 
hour. When I received the bill, it was 
itemized as follows: Mechanic, two hours 
at $1.85 per hour, $3.70; Helper, at 80c 
per hour, two hours $1.60: total $5.30. 
Isnt it clear that with every increase in 
wages it becomes more expensive to main- 
tain a house? 

Finally, as has been apparent during 
the past decade, when expensive houses 
get over-built, it takes a long time for 
this situation to correct itself even when 
no new ones are built. Westchester 
County, adjacent to New York City, I 
believe, is a good example of this fact. 

Of course, there is always going to be 
a demand for the $12,000 to $20,000 
home. The point I want to make is that 
the total amount of that demand is going 
to be smaller in the future than it has 
been in the past. This means that when 
we come to make loans on such houses, 
we should first see that the borrowers 
have an adequate income to support the 
house. And, I believe, as a margin of 
safety, we should keep our loans down 
to a smaller percentage of the total 
value of the inexpensive house than we 
do on the expensive ones. 

Even then, we probably are likely to 
have some trouble with them. 
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WHAT MBA IS DOING 
ABOUT PRIORITIES 


By GEORGE H. PATTERSON 


few days ago the President told 
his press conference that he was 
very 


finding 


complex problem 


defense housing a 
and from the corner 
where we are sitting you should be able 
to hear a loud amen. Through the 
MBA national office these past weeks has 
flowed a never-ending stream of priori- 
views, statements 


ties orders, opinions, 


and analyses on the trend of defense 
housing and the question of critical mate 
rials. The confusion and seemingly irre 
at times, seemed 


official 


hope to 


concilable views have, 
more than outside the 
Washington could 
cope with, 

The President was thinking primarily 
of eliminating substandard housing and 
declared that much of the current think 
ing and planning hinged on one thought 

permanency. How, he asked, can it be 
determined whether to build permanently 
or build dwellings that would be torn 
down—or fall down—after the emergen- 
cy. His only conclusion expressed to the 


anyone 


agencies 


newspapermen regarding the whole de- 
velopment was that USHA would con- 
tinue to handle permanent construction. 

That was the line of the President's 
thinking several days ago but our think- 
ing at the national office in Chicago has 
been largely centered on how we can 
best serve MBA members in attempting 
to unravel some of the snarls created by 
priorities and assist members generally. 

MBA's approach to the problem began 
during the New York Convention when 
several discussions took place as to what 
we could do to assist in defense housing 
and, at the same time, protect in every 
way reasonably possible the civilian side 
of construction and construction financ- 
ing. 

The most important of these meetings 
took place Thursday, October 2, when 
Dean R. Hill, MBA President, Buffalo; 
Frederick P. Champ, MBA Vice Presi- 
dent, Logan, Utah; Charles A. Mullenix, 
MBA Regional Vice President, Cleve- 
land: H. Clifford Bangs, now chairman 


of the MBA Priorities Committee, Wash- 
ington, D. C., and the writer met with 
O. W. L. Coffin, secretary of the Cleve- 
land Real Estate Board who had just 
come from the capital where he had con- 
ferred with various officials in OPM, 
SPAB, FHA and other agencies whose 
activities directly touch those of MBA 
members. Mr. Coffin was emphatic that 
the defense housing and priorities prob 
lems were more serious and considerably 
more deep-rooted in the whole defense 
program than most builders, real estate 
men and bankers seemed to 
realize at that time. 

It was not possible then to take any 


mortgage 


specific action but preliminary plans were 
made on which to take possible action 
later. 

The next meeting was on October 30th 
when Mr. Bangs, Charles C. Koones, vice 
chairman, MBA Priorities Committee, 
Washington, D. C., and Mr. Hill met 
with the Priorities Committee of the Na- 
tional Association of Real Estate Boards 
in Washington. 

This meeting's primary objective was to 
determine the exact position of mortgage 
and real estate interests as to present and 
future restrictions on building materials 
in the home building industry. 


A complete report of this meeting was 
sent to MBA members in a Letter to 
Members dated November 10, 1941 and 
here is a brief review: 

A government official told the group 
that a priority order would no doubt be 
issued soon to cover maintenance and re- 
pair and houses under construction. He 
declared that the $6,000 ceiling on de- 
fense houses would not, in his opinion, 
be raised—and this view has since been 
substantiated inasmuch as various real es- 
tate boards have had their appeals re- 
jected. 

He further declared that he felt con 
struction of all houses above the $6,000 
limit would be stopped and that an order 
making this mandatory would be issued 


soon. (So far it hasn't materialized but 
the best opinion indicates he may be 
right.) 

The specific accomplishment at that 
meeting was the resolution to empower 
the chairman to appoint a committee to 
obtain all necessary facts to present to 
government agencies to substantiate the 
conclusions of the mortgage and real 
estate interests. 

The next step was a meeting of various 
MBA officials in Detroit with representa- 
tives of the NAREB during the latter’s 
These included Mr. 
Mr. Bangs, Mr. 


annual convention. 
Mullenix, Mr. Hill, 
Koones and the writer. 
The contention was made at this meet- 
ing that a large amount of critical mate- 
rials is now allocated to 
defense activities and that it seems only 
fair that home building should be given 


being non- 


more consideration than is now proposed. 

In the meantime, President Champ, 
W. L. King, Chairman of the MBA Fed- 
eral Legislative Committee, Secretary Pat 
terson and S$. M. Waters, MBA Past 
President, attended a meeting in Chicago 
composed of MBA representatives and 
those from other contemporary banking 
and real estate groups. Matters of com- 
mon concern and of immediate and long: 
term importance were under review. 

Following that, President Frederick P. 
Champ called a special meeting in Cleve- 
land November 12th to review the pro- 
posal and adopt some policy for MBA 
in regard to it. Those attending were 
Mr. Mullenix; Mr. Hill; A. D. Fraser, 
Past President of MBA, Cleveland; M. 
B. Pennell, MBA counsel, Cleveland; 
W. A. Clarke, chairman, MBA finance 
committee, Philadelphia; and the writer. 

The proposal that MBA join with the 
real estate interests in their plan to set 
up the cooperative Washington office 
was reviewed at length but no action 
was taken. 

Another plan now being worked out 
by Mr. Clarke and other MBA officials 
will shortly be presented to the officers 
and executive committee of the Associa- 
tion. 

That, very briefly; reviews some of the 
major steps made in the past two months 
by MBA officers in behalf of members’ 
interests. 

The difficulty all along in the priorities 
problem has been that at no given time 
could the entire picture be seen as one 
clear unified whole. The developments 

(Continued on page 4) 
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are occurring in Washington so swiftly 
that what is true today may be something 
*ntirely different tomorrow 

About the only long-term speculation 
that can be made now is that within two 
or three months some sort of allocations 
plan to amplify or replace the present 
priorities system may be set up 

Donald Nelson seems to like the idea 
pretty well, declaring 

“It is an extremely difficult job, and | 
don’t know how far we can extend allo 
cations. At the outset, however, we prob 
ably will apply the allocation method of 
distributing raw materials to steel, cop 
per, aluminum, rubber and chemicals.” 

William S$. Knudsen apparently feels 
the same way. He is reported to have said 
recently that when defense demand for 
uny particular thing reaches 50 per cent 
of the supply “we ought to allocate.” 

The facts remain that 600,000 houses 
require only 1.3 per cent of the annual 
f steel, 4.32 per cent of the out 


output 
put of copper and 2.56 per cent of the 
total zinc production. The greater num 
ber of the 6% million individuals em 
ployed in the building industry are not 
adapted to defense work and next to 
agriculture the construction industry is 
the largest employer of labor in this 
country 

Thus it seems apparent that defense 
and rearmament aren't going to be seri 
ously affected one way or the other by the 
use of these amounts of materials in build 
ing—but home building, civilian welfare 
and public morale are surely going to be 
very adversely affected if private con 
struction stops completely 

In the meantime, what do MBA mem 
bers think? 

MBA's Priorities Committee is headed 
by H. Clifford Bangs of Washington, 
D. C. and includes: Charles C. Koones, 
Washington, D. C.; Dean R. Hill, Hill 
Mortgage Corporation, Buffalo; E. E 
Murrey, The First Mortgage Co. of 
Nashville, Nashville, Tennessee; Geo. H 
Dovenmuehle, Dovenmuehle, Inc., Chi 
cago; W. Eugene Harrington, Spratlin, 
Harrington & Thomas, Atlanta, Georgia. 

MBA's Federal Legislative Committee 
is headed by W. L. King of Washington, 
D. C. and includes: C. Armel Nutter, 
Nutter Mortgage Service, Camden, N. J.; 
Miller B. Pennell, Cleveland; Wallace 
Moir, Belmont Company, Los Angeles; 
J. J. F. Steiner, Realty Mortgage Com 
pany, Birmingham; Joseph M. Miller, 
Miller Mortgage Company, Inc., New 


Defense Housing — At a Glance 


This is to bring you up to date—as far 
on defense housing, where it 
stands, appropriated, money 
spent, where it’s going and other data 
which reflected the picture in mid-No 


vember 


as we can 
money 


A recent survey disclosed that about 
20 per cent of the overall government 
financed defense housing program has 
been completed and that many communi 
ties throughout the country are clamor 
ing for more aid to relieve critical short 
aves. 

President Roosevelt has estimated that 
250,000 publicly financed family dwell 
ing units will be needed to house families 
of defense workers and men in the armed 
services. As of Nov. 8 approximately 
50,000 have been completed and about 
40,000 occupied. 

But Congress has not provided all of 
the funds necessary to complete the pro 
gram. The $492,500,000 already made 
available has been exhausted—allocated 
to projects representing about half the 
Congress is considering an 
$300,000,000, 


program 
other appropriation of 
which government authorities say will be 
sufficient to complete the job. 

The 50,000 completed housing units 
represent about 40 per cent of the total 
to be built with funds now available. 

Here is the statistical picture of the 
housing program as of Nov. 8: 

Funds available—$492,500,000. 

Funds allocated—An estimated $493, 
500,000 for 123,379 regular family 
dwelling units and some $9,000,000 for 
7,334 temporary units, such as trailers 
and portable houses. 

Family units under construction con 
tract 103,792 regular dwellings and 
3,869 temporary. 


Orleans; Frank H. Wolff, W. K. Ewing 
Company, Inc., San Antonio, Texas: 
Willard J. Karcher, A. D. Wilson and 
Company, Denver; and Stanley H. Tre- 
zevant, Stanley H. Trezevant & Com- 
pany, Memphis. 

These committees will be glad to have 
members write them expressing their 
views as to what the Association should 
do regarding priorities, defense housing, 


etc 


Family units completed—49,623 reg 
ular and 1,622 temporary. 

In addition funds have been allocated 
for the construction of 2,545 regular 
units and 8,264 temporary units for sin- 
gle persons. A total of 8,670 has been 
completed. 

At present 10 government agencies are 
directly engaged in defense-housing con- 
struction, with their activities co-ordin- 
ated by Palmer. 

The bulk of the actual construction 
and management of government-financed 
projects is being carried out by the Fed- 
eral Works Agency through its division 
of defense housing, the office of the fed- 
eral works administrator and the USHA. 

Directing head of this vast emergency 
enterprise has been John M. Carmody, 
federal works administrator, who is about 
to give up the job. He was nominated 
to be a member of the Maritime Com- 
mission, and Brig. Gen. Philip B. Flem- 
ing, wage-hour administrator, has been 
nominated to replace him. 

Private capital also is providing a great 
volume of housing which has become 
available for defense workers. It is esti- 
mated that between 500,000 and 515,000 
units will have been built this year by 
private financing, and about 400,000 of 
these will be in critical areas. In some 
areas private building has gone on at a 
sufhcient rate to meet defense needs. 

Multiplicity of defense housing agen- 
cies has been the subject of criticism in 
Congress and in certain government 
quarters, 

One of the most outspoken critics is 
Administrator Nathan Straus of USHA, 
who contends the division of construc- 
tion responsibility has resulted in waste, 
duplication, over-lapping and competi- 
tion. He believes the entire job should 
be done by USHA. 

Officials in Palmer’s office contend that 
Straus’ criticism is unjust: That the hous- 
ing program got off to a bad start be 
cause of lack of organization but now 
is moving forward, fast and smoothly. 

As for congressional charges that de- 
fense homes in many areas are vacant 
because they were not urgently needed, 
Palmer's aides hold that the facts have 
been distorted; that about 80 per cent of 
the homes completed are now occupied 
and that priorities were largely to blame 
for the vacancies. 
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Advantages and Disadvantages of the 
Long Term Monthly Payment Loan 


Everyone agrees that the monthly payment 


loan has great 


advantages; but 


there 


is another side and it is described here 


VERY mortgage man, at some time 
or another, has asked himself: 
What are the objections to, and 

advantages of, the long-term residence 
loan with static monthly payments’? Can 
they be overcome? Should monthly pay- 
ment loans require monthly tax deposits? 

The advantages of making residence 
loans on monthly payment plans calcu- 
lated to repay them in full during a 
fixed period of time are obvious and 
universally recognized. The fact remains, 
however, that monthly payment loan 
plans will not compensate in full for all 
the evils of unsound lending practices. 

The objections to the long term resi- 
dence loan with static monthly payments 
are, in my opinion: (1) The loan can 
be too full; and (2) the term can be 
too long. 

In Tennessee the hillbillies sing a song 
supposedly written by a convicted mur- 
derer. Its titlke was 99 Years Is Almost 
for Life. Some monthly payment loans 
being made today will prove to be made 
“almost for life.” 

The principal questions involved in 
a residence loan made on a long-term 
monthly payment plan are: 

(1) Will the net market value of the 
property be at least equal to the unpaid 
balance of the loan at any time during 
the life of the loan? 

(2) Will the borrower be able to rent 
a satisfactory residence at a monthly 
rental below the monthly loan payment 
at some time during the life of the loan? 

(3) Will the borrower continue to 
make the payments regardless of whether 
the market value of the property exceeds 
the unpaid balance of the loan, or 
whether he can rent a satisfactory resi- 
dence at a monthly rental below the 
monthly loan payment. 


By G. D. BROOKS 


Obviously it is extremely difficult to 
answer these questions at the time a loan 
application is presented. It is equally 
obvious that we can reduce the hazards 
by making loans in conservative amounts 
over reasonable periods of time to satis- 





N making residence loans, 

lenders have always consid- 
ered neighborhood and architec- 
tural trends, depreciation, obsol- 
escence, etc. But today they must 
add decreasing rate of popula- 
tion growth, possible maturing 
of certain industries with their 
employment problems, in- 
creased building costs, heavier 
taxes and the threat of inflation. 
Mr. Brooks is manager of the 
investment department of The 
National Life and Accident In- 
surance Company of Nashville. 
He was one of the earliest con- 
tributors to The Mortgage 
Banker. 





factory borrowers. Every time an ap- 
praisal is stretched, or the term of a loan 
lengthened, or a weak borrower accepted, 
the hazards of the loan are increased. 
One very prominent real estate analyst 
recently released charts and _ statistics 
which seemingly proved to him that a 
90 per cent twenty-five year monthly 
payment loan made at the present time 
will prove to be a sound investment, be- 
cause it can reasonably be expected that 
the market value of the security property, 
at various intervals during the next 25 
years, will be in excess of the balances 


due on the loan at those particular in- 
tervals. I am inclined to wonder, how- 
ever, if in our present wartime economy, 
there is not the possibility of many eco- 
nomic factors existing that cannot be 
forecast by charts or proved by statistics. 

In making residential loans, we have 
always been faced with the problems of 
forecasting neighborhood and _ architec- 
tural trends, depreciation, obsolescence, 
etc. It is highly necessary now to look 
also at these problems: 


(1) Decreasing rate of population 
growth; (2) Maturity of industries and 
other factors causing unemployment; 
(3) Much heavier income taxes and 
other taxes; (4) Increasing building 
costs; and (5) Possibility of inflation. 


One outstanding real estate expert re- 
cently stated that, in his opinion, an 
appraiser would be required to cor- 
rectly forecast the outcome of the present 
war in order to accurately appraise, 
at the present time, commercial prop- 
erty in New York. 

The only reason institutional investors 
can possibly have for making extremely 
full, long-term loans on residence prop- 
erties is to secure volume and possibly 
to secure a rate of return higher than 
the prevailing rate for loans made upon 
a conservative basis both from the stand- 
point of amount and standpoint of 
term. Under the uncertain economic 
conditions that must of necessity prevail 
for some time to come, and at a time 
when all financial institutions, and par- 
ticularly life insurance companies, are 
on trial before public opinion, shouldn't 
we regard safety of principal first and 
rate of return second? Shouldn't we 
take advantage of the favorable factors 
of monthly payment residence loans by 
only making loans that are reasonable 
in amount and sensible as to term, and 
thereby eliminate the unfavorable factors 
of such loans? After all, the federal 
government is willing to insure the 
extremely full, extremely long-term resi- 
dence loans; and we have already learned 


(Continued page 7, column 2) 
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Reflections on Some Present-Day 


Appraisal and Valuation Problems 


The future may be a little obscure 
but you almost have to predict it 
these days in making mortgage loans 


HE COURSE of tuture events can 
49 ee be predicted with any certainty, 
yet, in conducting a mortgage loan 
bliged 


, : 
that is just what Ww ir 


to de Institutions must nsider their 

rtga loans as long-term investments 

t is essential to predict the future, 
difficult as it is at the present time 
They must take every possible precaution 
iwainst hazards and contingencies, an 
alyzing various accompanying factors, in 
luding changes in the value of money, 
fluctuations in the business cycle, pos 


sible mortgage moratorium periods, re 
demption periods, equalizing and adjust 


ments in real estate taxes, ind 


factors that may affect, over a long period 
f years a single property as well as the 
total investments 


We are all 


of assurance of 


interested in the degree 
future 
We 


must proceed on the assumption that a 


stability in the 
earning capacity of each property 


property analysis must be projected for 
in indefinite time in the future 

First let us consider a new and develop 
ing retail business district or sub-center 
This type 
vacant land for improvement is without 
doubt one of the most difhcult situations 
for an appraiser, correspondent, or offic 


of district, with available 


er in an investing institution, to analyze 
A degree of assurance of future income 
from properties in these districts can be 
determined only after a very exhaustive 
examination of all facts and data leading 
to the creation of the district. 

Sub-center retail districts must follow 
the population and not anticipate popu 
lation growth. The success of a district 
such as this depends upon various fac 
tors, principally the type and growth of 
the supporting population and the physi 
cal factors controlling and limiting the 


other 


By F. J. EBERLE 


future development in the retail district 
including zoning ordinances and building 
restrictions 

It is generally true that 
developed retail sub-center has certain 
stability 
f future income flow from improved 


a partially 


factors adversely affecting the 





T HE subject of this article is 
the same as that of the piece 
by E. L. Ostendorf in an earlier 
issue, although Mr. Eberle han- 
dles the subject in a different 
way. The author is second vice 
president in charge of mortgage 
loans of the Connecticut Mutual 
Life Insurance Company of 
Hartford. 





These factors vary with the 
supporting population growth and the 
PI £ pel 


properties 


physical characteristics limiting the re- 
tail center 


Excess profits, cither in merchandising 
rental of real 
courage competition. Competition over 
a period of time tends to reduce sub- 
stantially or to eliminate such excess 
profits. unimproved land 
desire at the first where 
reasonable returns on invested capital 
can be anticipated, to improve that land, 
even to secure rentals which may often 
be less than those rentals received from 
similar and comparable properties in the 
district. These owners of unimproved 
land would, in most erect 
improvements for anticipated rentals 
that would establish land values of less 
than the prices for which they would be 
willing to sell the unimproved land. 


or from the estate, en- 


Owners of 
opportunity 


instances, 


Tenants operating successfully and es- 
tablished in existing buildings, do not 
ordinarily move their businesses to new 
locations for nominal reductions in rent 
because of the cost of moving, the loss 
of business during the moving, and the 
need to re-establish in a new location 
They are, 
bargain with their landlords 

With 


store organizations do not enter partially 


nevertheless, in a position to 


few exceptions large chain 
developed districts except under short 
term leases. I consider that chain store 
tenants are very desirable and add ma 
terially to the quality of income from a 
property, but I do not subscribe to the 
theory that leases to such organizations 
can establish values substantially in ex 
cess of comparable properties in a dis 
trict. 
Tenants 
district often agree to pay higher rentals 
than they should pay in anticipation of 
larger profits. After a period of trial, 
such rents seek a proper level which is 
often lower than the rental 
level, in view of the continuing threat 
of newly improved land. Large chain 
operating super-markets 


moving into a developing 


original 


organizations 
are more and more to be found in these 
districts, but the rentals paid by these 
organizations should receive very little 
consideration in arriving at the proper 
base rental for space. 

Their buildings, in many 
are not satisfactory for the usual tenants, 
and their leases are generally for a short 
term. Any examination of super-market 
development indicates the possibility in 
the future for increased competition and 
lowering of profits, together with the 
accompanying reduction in rentals. 

Land on any retail street is not 
all to be valued exactly alike. There are 
instances where an analysis of a property 
might justify some variation in the front 
foot value of land warranted partly by 
the improvements, the location in the 
district, its comparative desirability, both 
present and future, and the types of 
tenants. Every retail street we examine 
discloses that many tenants are paying 


instances, 
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“M” DAY IS HERE 


Face the realities of the moment—“M” 
Day is here, says L. Seth Schnitman, 
well-known building whose 
comments have frequently appeared in 
these pages (the last: There Are Signs of 
Life in Real Estate Today, August 1, 
1941). Mr. Schnitman is now with OPA. 

“In the brief span of 15 months, the 
general price level, as measured by the all- 
commodity index of the bureau of labor 
statistics (1926 — 100), has advanced 
from about 77 to about 93, an overall 
average per cent. 
Like all averages, this one shrouds the 
price changes of individual commodities, 
many of which have been startling—some, 
even shocking. On these facts we need 
prudent action. 

“Already around 38 ceiling orders have 
been issued running the gamut from 
acetic acid to zinc scrap. For the most 
part, these ceiling orders have set maxi- 
mum prices for the specified items at 
point of manufacture beyond which ad- 
vances are not permitted. The OPA 
means both to write ceilings and to make 
them work, methodically and with such 
grace as befits the gravity of the problems 
now confronting it. 

“Whether or not you recognize it as 
such, M-day is here, Mobilization Day, 
the day that demands of each of us that 
we forego profits of the scale of the first 
World War. 

“Rather than being aimed at the elim- 
ination of earnings, as has been charged, 
the OPA seeks to prevent such price rises 
as reflect profiteering And if we can prac- 
tice restraint on this score, though it be 
momentarily a thankless job, we will be 
infinitely better off than we could be 
if severe inflation comes.” 


economist 


increase of some 21 


REFLECTIONS ON APPRAISALS AND VALUATION PROBLEMS 


(Continued from page 6) 


for similar and almost equally desirable 
space slightly varying rentals. We try 
to strike an average in arriving at the 
value of land, but this does not mean 
that an individual parcel could not, with 
safety, be valued slightly in excess of the 
average. This variation should be very 
nominal, perhaps not exceeding 5 per 
cent of the average value of comparable 
land. 

Almost without exception improved 
land, in partially developed retail sub 
centers, should not be appraised in excess 
of the price for which comparable land 
can be purchased in this district. As an 
institutional investor, our examination of 
facts and information and data on any 
district, governs our judgment in the con- 
sideration of the risk. We try to arrive 
at a basis of valuation for our own analy- 
sis which necessarily must be standardiz- 
ed to some extent. We are flexible in our 
decision on the amount of loan that 
would be justified under any set of cir- 
cumstances. We do not take an apprais- 
al, multiply it by two, divide by three 
and arrive at our amount. We 
make our loans in the 50 per cent range, 
more or less, depending on the facts dis- 


loan 


closed. 

Now let us consider a retail business 
property in a downtown retail center, or 
in a sub-center. Again, we are affected 
with the necessity of determining the 
stability of the future earning capacity of 
such a property. We cannot go on the 
assumption that a particular business in 
any property will continue over a course 
of years to maintain a certain average 


volume of sales. Competition and other 
factors may come in within a short period 
of time and disrupt our whole calculation. 
Ordinarily, we would not give any credit 
to excess rentals paid on a percentage 
clause in a lease in arriving at a valuation 
of the property. We should base our 
appraisal almost entirely on the minimum 
guaranteed rental. If there were no mini- 
mum guaranteed rental, we should not be 
interested, under ordinary circumstances, 
in considering any loan. 

The money value of such a property 
would not be the controlling factor in the 
amount of our loan, and we should vary 
that amount, depending upon the data 
and facts disclosed in the appraisal exam- 
ination. In no case could we justify the 
final value of a piece of property in excess 
of its estimated reproduction value, even 
though the excess rental being paid under 
a percentage lease might indicate an 
economic value of the property in excess 
of the physical reproduction value. 

We want to consider mortgage risks 
on a sound basis during this period on the 
basis of fair and sound appraisals. Our 
decisions are based more upon the sup- 
porting data in an appraisal, as well as 
our own examination and knowledge of 
districts, than upon the money values 
given in appraisal reports. Naturally, 
the money value is essential and neces- 
sary. It is required under our investment 
laws but our whole efforts are necessarily 
pointed toward the establishment of 
future stability on any loan that we 
consider. 





G. D. BROOKS’ ARTICLE 
(Continued from page 5) 
the folly of attempting to compete with 
the government. 

I believe monthly payment conven- 
tional loans should require monthly de- 
posits for taxes and hazard insurance, 
I believe it is constructive from the 
standpoint of the borrower and the 
lender as well, for the borrower to make 
one monthly payment covering the total 
occupancy cost of his home. In this 
manner, the borrower can more accu- 
rately budget his expenses and prevent 
the accumulation of large annual lump- 
sum payments for taxes and insurance. 

One difficulty with the development 
of a conventional loan plan providing 


for monthly deposits for insurance and 
taxes lies in the fact that it must be 
adopted simultaneously by the major 
lending institutions in order to be effec- 
tive. The average borrower will not 
agree to this requirement from one lender 
if he can secure the loan from another 
without the requirement. Another dif- 
ficulty with the plan is the fact that the 
loan correspondents servicing the loans 
would be required to do more work, and 
therefore would demand a greater parti- 
cipation in the interest rate. I have al- 
ready begun to wonder when the corres- 
pondents will demand that they receive 
the interest rate and permit the insur- 
ance company to receive only the parti- 
cipation allowance. 
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How Should Today’s Appraisals Reflect 
the Rise in Building Costs? 


By GEORGE H. DOVENMUEHLE 


ODAY we are all puzzling over an 
{pose answer to this question: Be 

cause of the present emergency, to 
what extent are we justified in recogniz 
ing increased building costs in making 
sound appraisals’ 

What is an appraisal anyway? 

Here is an old and brief definition that 
I think is adequate: An appraisal is an 
opinion of value; value means the pres 
ent worth of all future benefits that will 
come from a certain property. Inasmuch 
as this flow of benefits extends over a 
long term of years, there is an element 
of permanence about a valuation. 

If, for example, the increased cost of 
building a home today is only a tempor 
ary increase, then during the life span of 
the property, this temporary 
will have only a minor effect on the per 
For an in 


increase 


manent value of the home 


come property, of course, the present 
increase of costs may necessitate higher 
rents temporarily and therefore can be 
considered a setting a 
slightly increased value on the property 
In those exceptional cases where long 


a higher 


just basis for 


term leases can be made on 


basis because of increased costs, such 
increased rentals will assuredly increase 
the sale of the property very materially 
that this 


can 


convinced, therefore, 
temporary 


only result, in the majority of cases, in 


1 am 
present increase In costs 
a small increase of value 

This, however, isn’t the whole answer. 
We should consider whether this present 
Shouldn't 
an appraiser look at our increasing na 
tional debt and all the other signs of 
approaching inflation? If he does, he 
will probably decide that this so-called 
last as long 


increase is only temporary 


“temporary increase” may 
as the property he is asked to appraise 

Again, let him compare costs of ma 
terials with 1926 or 1929. He will find 
very little difference. Let him take into 
consideration additional facts which have 
a distinct bearing on the subject. Here 
are a Tew 

a) We have far better heating equip 


ment with much lower operating cost 


than ever before 


(b) We have better architecture than 
ever before—it is more efficient and 
therefore makes possible a less costly 
Structure. 

(c) We have wider and more efficient 
use of insulation, resulting in lower heat- 
ing costs. 

(d) We have improved mechanical 
devices which reduce operating costs. 


I am not at all convinced, therefore, 
that we have now reached a level of 
building costs which the appraiser must 
of necessity discount. 

If the appraiser really finds that costs 
have risen to an economic level in which 
they are clearly out of balance with our 
entire financial structure—then let him 
come out and show it plainly in his ap- 
High percentage loans based 
against sound appraisals will be far 
sounder in the long run than small per 
loans which based on fic: 


praisal 


centage are 
titious values 
. 
The author is vice president of Doven- 


muehle, Inc., of Chicago. 


QUOTABLE QUOTES 


“Temporary increases in costs cannot 
be carried over into valuations which, in 
conjunction with other underwriting 
analyses, are made for the purpose of 
determining economic soundness and of 
patterning insurable long-term mortgage 
loans. Temporarily increased construction 
costs reflected in increased prices paid by 
the real estate market should be recog- 
nized as short-term increases in housing 
expense.” — CURT C. MACK, FHA 


Underwriting Director. 


“Let's use our steel for guns, tanks, 
railroad cars, ships and shells instead of 
industrial buildings. Why should we as 
a nation go in debt to build new buildings 
at $5 or $6 per square foot when we can 
acquire usable existing buildings at $1 or 
$2 per square foot? 


“Government policy is not solely to 
blame for this, but one more bureau in 
Washington set up to insure maximum 
use of existing unused plants would not 
materially increase the red tape and ex- 
pense of the existing machinery. The RFC 
or the Defense Plant Corporation could 
check every new application for funds 
to build a new building against avail- 
able facilities. If a suitable plant is al- 
ready available, why should a new one 
be built?” —-ORMONDE A. KIEB, New 


Jersey real estate man. 





building 
of our Farm Mortgage Committee 





TWO NEW MORTGAGE BANKER FEATURES 


MBA ACTIVITIES 


On pages 3 and 4 is an article detailing some of the things MBA has been 
doing on behalf of its members regarding priorities of critical materials used in 
In the next issue we expect to describe in the same way recent activities 
After that we shall devote a page of each issue 
to the work and progress of the various MBA committees. We think you will 
like this feature because it will keep you abreast of our efforts in your behalf 


“THE MORTGAGE BUSINESS IN- 


In the next issue we shall begin the publication of a series of articles by mem- 
bers on the mortgage business in their own cities. The first: The Mortgage Business 
in Philadelphia by M. Mark Watkins, executive vice president, Peoples Bond and 
Mortgage Company. The mortgage business and all the related factors pertaining 
to it aren't the same in every city. We think you'll enjoy reading these individual 
reports which will give you a better idea of business elsewhere. 














